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RAILROAD MERGERS 


MERICAN RAILROADS, harder 


pressed than ever 
by the competition of highway 


, air and water carriers, 
are showing unprecedented interest 
bettering their condition by 
themselves. Some two 


in the possibility of 
reducing competition among 
dozen Class I carriers, operating 
more than half the railroad mileage in 


the country, have 
projected or are studying 


plans to combine into larger, 
stronger, and more viable systems. 
Merger or consolidation of railroads 
American transportation history. 
rail systems were built 


has been common in 
In fact, most of today’s 
up by joining together numerous 
hort-line roads. The Association of American 


Railroads 
pointed out, July 29 


29, that at one time there were as many 
as 6,000 railroads in the United States. B 
1 


y the turn of 
to 1,224, and 


so-called line-haul carriers 
operating 218,000 miles of road.2 |] 


total number of rail carrier 


the century the number had been 
today it is down to around 410 


reduce 


T 


jut despite the drop in 
there | 

for decades in the number of major railroads. There was 
considerable discussion in the 1920s of the need for rail 
mergers, but few actual mergers 


1as been little change 


\ followed. Only two years 
1958, a report on railroad problems by the 
Senate Committee on Interstate and Foreign Commerce 
observed that “The railroad industry h 


ago, on June 


las not ... been 


sufficiently interested in self-help in such matters as con- 
solidations and mergers.” 


Total operating revenues of $9.8 billion last year gave 
the Class I railroads net railway operating income of only 
$749 million, which was lower than in any year since 1949. 
The steady decline in net railway operating income since 
1955 has been an important factor in spurring interest in 
economies to be gained through consolidations. The grow- 





Editorial Research Reports 


ing merger movement was given definite encouragement 
last October, when the Interstate Commerce Commission ap- 
proved union of the Norfolk & Western and the Virginian 
Railway. The climate for such proposals was further im- 
proved, March 30, when a plan for consolidation of the 
Erie and the Delaware, Lackawanna & Western received 
the prelimiuary approval of an I.C.C. examiner. 


Secretary of Commerce Frederick H. Mueller last March 
advocated enactment of “legislation . .. to establish official 
policy” toward railroad consolidations. He said that merg- 
ers which “increase efficiency without unduly reducing 
service to the public are in the public interest and should 
be encouraged with a minimum of restrictions.” The cur- 
rent movement, though nation-wide, has progressed farthest 
in the eastern part of the country, where competition of 
other forms of transportation with the railroads has been 
stiffest. It is widely agreed among railroad men that con- 
solidations must continue until the eastern region is served 
by no more than three or four systems competing with the 
giant Pennsylvania. 


BATTLE FOR CONTROL OF THE BALTIMORE & OHIO 

A struggle now taking place between the Chesapeake & 
Ohio and the New York Central for control of the nation’s 
oldest and fifth largest railroad, the Baltimore & Ohio, 
promises to be lengthy and dramatic. A merger of the 
B. & O. and either of the other carriers would be the largest 
in the history of American railroads. Exploratory talks 
among the three roads began over two years ago, but they 
were unable to come to terms on a three-way merger. 


Directors of the B. & O. then agreed, last May 18, to an 
offer by C. & O. to buy 80 per cent of B. & O. common and 


preferred stock as a first step toward eventual merger.‘ 
This move came as a surprise to Alfred E. Perlman, presi- 
dent of the New York Central, who still had hopes of carry- 
ing out the three-way plan as a means of improving his 
road’s competitive position vis-a-vis the Pennsylvania. 


In an attempt to neutralize C. & O.’s move, Central peti- 
tioned the I.C.C. for permission to become a party to the 
merger, asserting that it would be “seriously and adversely 


B. & O. oF tes alx 00 miles of road: C. & O., 5,000 miles: New York 
Centra 10.000 mile ns ' and affiliated lines operate 19,000 miles of road 

‘C. & O. offered or 2 f it mmon stock for one and three-quarters shares 
of B. & O. comme and one share of ¢ & O. common for one share of B. & O 
preferred 
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affected” if excluded. The board of directors of the Central 
thereupon approved an offer, June 24, to purchase around 
50 per cent of B. & O. common stock at a rate of one and 
one-half shares of Central and $9 in cash for each share of 
B. & O.common. This proposal, which aimed at immediate 
merger of the two roads, caused B. & O. directors to recon- 
sider their acceptance of the original C. & O. offer. On 
July 20 they authorized B. & O.’s president, Howard E. 
Simpson, to press immediately for a three-way merger. But 
no progress in that direction was made when Simpson 
conferred on Aug. 15 with Perlman and Walter J. Tuohy, 
president of the C. & O. 


B. & O. directors reportedly were convinced that neither 
Central nor C. & O. could obtain absolute control of their 
road. Simpson said on July 20 that a three-way merger 
would be “a solution of the present seeming impasse” in 
the battle for B. & O. stock. Previously, on June 30, he had 
observed that “An ultimate three-way consolidation is a 
necessary and desirable thing for owners, employees and 
shippers, because it would provide a well-balanced competi- 
tive system for the Pennsylvania Railroad.” 


C. & O., on the other hand, now opposes a three-way 
merger. Its board of directors asserted on July 20 that 
affiliation with the B. & O. was “a reasonable, accomplish- 
able step at this time,” and that, once that step had been 
taken, “it would make possible other constructive steps at 
a later date.”’ Tuohy said in a letter to Simpson, July 26, 
that immediate merger of the three roads would “involve 
that which is unthinkable—a reduction in C. & O.’s finan- 
cial position and the price of its securities.” A C. & O. 
petition to the I.C.C., Aug. 17, for permission to intervene 
in proceedings incident to Central’s application for author- 
ity to acquire B. & O. stock added that a three-way merger 
“would only dilute C. & O.’s financial resources without 
strengthening the others’ [financial resources].” 


The C. & O. management does not want to put its road’s 
strong credit position behind the Central’s immense bonded 
debt of $976 million. C. & O. thinks also that Central’s 
stockholders—when they meet on Oct. 4 in Albany—may 
challenge management’s offer to B. & O. stockholders as 
an empire-building scheme for which they would have to 
pay dearly.® 


5 Central's dividends have added up in the past cight 
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that if the B. & O. management 

& O. an ntral, it would pick 

a letter to B. & O. stockholders, 

airectors were “not in a position 

LO advise [Ul he comparative merits of the two 
offers. However, in Switzerland, where more than one- 
fourth of B. & O. shat are held and where both C. & O. 
and Central officer 1a been pleading their respective 
three leading banks endorsed the C. & O. offer as “‘in 
term int \ ‘s. C. & O. has empha- 
vidend advantages of its bid It has estimated, 


a merger with 


a year. 


niy railroad, in 
to merge with th 
’s recent finan- 
presl 

ern Illinois, said on 
ided in the proposed 
‘oads would be forced 


nding massive merg- 


ng of receiverships 
ivably undermine 

on Aug. 16 au 
Railway Labor 

‘viland Port Authority 
& QO.’s bid for control 
stockholders’ meeting i 
il approval to the offer 
O. stockholders, but 


and its decision on 


lany months 


» expand huge 
the Norfolk & We 
is (Nickel Plate) 
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announced on June 


they could acquire Because 


yilvania, which owns one-third of Norfolk & Wester 
also owns the 11l-mile st cn ol track in question (bdetv' 
~ 


Sandusky and Columbus, Ohio), 


regarded as certain. Once merged, two carrie 
form a major railroad with nearly 5,000 miles 
stretching from Norfolk to St. Loui 


of $400 


The 1. ac 
of the Erie 


oriy 
, RIV i 


combination 
n the natio1 


4 ly is 
ne consolida 


ally to produce Savi 

general counsel for the 

20 that each day of delay 
‘“‘We must have this merger and we must begin to realize 


these savings quickly as a matter of survy ” Smith s 


aid. 


Stockholde 


Air Line approved consoli 


meetings in Richmond, Va., 

tween the Coast Line, whic} 

and the Seaboard, which 

tially the same territory 

and Alabama, w: ‘ 

outhern rail carrie Central of Georgia, 
Coast, Gulf, Mobile & Ohio, and Southern 
Aug. 3. that they would oppose the merger. 


. i 
joint letter to the I.C.C. that the propo 
parallel and competing line would 
dominating the territory south of the lio and 


Missi sippi. The Southern Railway itself announced, Aug. 


17. that it had contracted to buy a controlling interest in 
Central of Georgia, subject to I.C.C. approval, and observ- 


ers predicted eventual merger of the two roads. 


John M. Budd, president of the Great Northern, 
New York last June 18 that a merger of hi 
Northern Pacific would be “placed before 
Commerce Commission before the end of the year.” Con- 
olidation of those lines, attempted by J. P. Morgan back in 


The two road maintain duplicate facilitic re} t freight 


At t Jacksonvil Norf Savannah St. Peter: ; nd 7 
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1901 and again by the boards of the two companies in the 
1920s, would result in a rail network of 25,000 miles, longer 
than any other now in existence in the United States. 


FACTORS NOW FAVORING RAILROAD CONSOLIDATION 


The LC.C. has shown a more favorable attitude toward 
railroad mergers since it has become plain beyond any 
doubt that competition from highway, water and air car- 
riers has broken the transportation monopoly of the rail 
carriers. Until 1957, decisions indicated that the commis- 
sion would not approve consolidations which caused a les- 
sening of competition between railroads. An application 
of Norfolk & Western to acquire control of the Virginian 
by lease was denied in 1926, mainly because the transaction 
would substantially lessen railroad competition, and the 
commission referred to that decision with apparent ap- 
proval as late as 1950. 


1.C.C. recognition of the fact that the major competition 
of the rail carriers was not with one another but with other 
forms of transportation was foreshadowed by the approval 
in 1957 of merger of the Louisville & Nashville and the 
Nashville, Chattanooga & St. Louis. The decision in that 
case said it was “imperative . .. for the railroads to do 
everything in their power to enhance their competitive sit- 
uation through all possible economies and efficient opera- 
tions.”” In a report on Oct. 8, 1959, the I.C.C. finally ruled 
in favor of the merger of the Norfolk & Western and Vir- 
ginian, saying that ‘“‘While there may be some slight les- 


sening of competition as a result of the proposed merger, 
we do not regard that fact of controlling importance.” The 
commission concluded that “the public interest would not 
be adversely affected by any lessening of competition which 


may result from the proposed merger.” 


Existence of hundreds of individual railroads was ration- 
alized in the past by an assumption that most of them were 
competing with one another. But genuine competition was 
limited under the rate-making procedures prescribed by 
law and administered by the I.C.C. Chairman George A. 
Smathers (D Fla.) of the Senate Interstate and Foreign 
Commerce Committee said in an interview in This Week 
on July 26, 1959, that the railroads nevertheless could not 
meet the competition of other forms of transportation with- 
out cutting out wastes in the railroad rivalry that does 
exist. He cited as an example the duplicate service offered 
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by three roads between Chicago and St. Paul,'! each main- 
taining tracks, freight yards, terminals, and repair shops 
on the 400-mile route. 


OBSTACLES TO MERGER PLANS; LABOR OPPOSITION 

Objections to individual rail mergers are frequently 
voiced by minority stockholders, local communities, other 
railroads, or labor groups. In the merger of the L. & N. 
and Nashville, Chattanooga and St. Louis the principal 
opposition came from the City of Nashville and its cham- 
ber of commerce, the State of Tennessee, and rail employee 
groups. Dissent was based on the following contentions: 


The merger would not promote “the best use” of the transporta 
tion taciiitie ji the two roads;.. { I n alieged econo 
can be obtained by cooperative effort betweer 
without merging them; ... any economie 
the . .. stockholders and not the public, 


gain to the public, either immediate or future, in t} 


freight rates, materially shortened transit 
t 


ments in service; he elimination of comp 

two carriers would result in deterioration 

ment of transportation services; ... the m¢ 
important railroads serving Nashville would 
development of that city by aggravating an alr 
vantage in commercial competition with other cities ir 


inl 


Opposition from local governments, property owners, and 
business enterprises usually stems from fear that a merger 
will be accompanied by abandonment of railroad mileage 
and a resulting reduction in tax receipts. Rural counties 
heavily dependent on revenue from property taxes on rail- 
roads will suffer correspondingly in that event. In many 
instances, consolidation leads to abandonment of local 
offices, railroad shops and terminals and thus adversely 
affects employment opportunities and business interests in 
the community. Finally, there is widespread public con- 
cern lest a rail merger be followed by reductions in freight 
or passenger service or both. 


The corporate and debt structures characteristic of most 
American railroads constitute an obstacle to prompt con- 
summation of mergers. The difficult financial problems 
that arise have to be resolved in such a way as to avoid 
objections by minority stockholders—a painstaking and 
time-consuming effort which often involves lengthy and 


11 Chicago, Milwaukee, St. Paul & Pacific; Chicago, Burlington & Quincy; Chicago 
& Northwestern 


2 Staff report to subcommittee of Senate Judiciary Committee, March 30, 1956 
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terms of sale often is com- 

trong railroad to buy a 

ing carriers which ap- 

even when operated 

as part of a larger system, hi n cited repeatedly as an 
obstacle 

The more than nployees of the two dozen rail- 

roads now discussing merger hat they may be “con- 

solidated out of their jobs.” Although employees of merg- 

ing roads ar ‘ re by law and labor agreements of 

monthly wage paymé for is of up to four years 

following merger, they di additional guarantees. Among 

those hardest hit b ( olidation are the so-called non- 

operating employer accountants, stenographers, junior 

executives and the like ‘or example, it has been estimated 

that consolidatio f the Erie and Lackawanna will even- 

tually elimina ich jobs Deaths, retire- 


ments, and resignations, however, are to take care 


a 
of most of t 


Railroad Consolidation and the I.C.C. 


THE BASIS for a national rail transportation system has 


4 


existed ever since all track of Class I roads was brought to 
ho} 


standard gauge in 1886. Although through freight ship- 
ments over different railroads were made possible by a 
flexible car interchange system, freedom to merge was until 
recently restricted by law or by the attitude of the I.C.C. 
From 1920 to 1940 merger proposals had to conform with 
an overall consolidation plan that wa t promulgated 
until 1929 and th: id not prove workable then. For long 
after 1940 the I.C.C. \ ‘eluctant to approve mergers that 
might lessen com ition among rail carriers. It was thus 
virtually impossible for the railroads to establish, through 
mergers, the kind of networks which might have given them 
the strength they now need to withstand competition from 
other form ' transportation. 


CONSOLIDATION ») GRO U.S. RAILROAD 


Development of railroads in the United States has been a 
process of continuing isolidation into larger units except 
where prevented by regulatory authorities. For example, 
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over 600 corporations have figured in the history of the 
Pennsylvania Railroad. Early American railroads were 
essentially separate undertakings which in time were joined 
together to offer through service. As new trackage was 
built, railroad men saw the economy of conducting opera- 
tions on a large scale and gradually welded the local com- 
panies into unified systems. Feeder lines were absorbed 
to strengthen the through lines and to improve the com- 
pe titive position of the principal roads. As early as 1853, 
16 companies were consolidated to form the New York Cen- 
tral and provide a continuous line between New York and 
Albany. Railroad management recognized that consolida- 
tion was necessary if the physical development of the roads 
was to keep abreast of the industrial progress of the nation. 
Railroad construction boomed after the Civil War 
Seventy thousand miles of line were built between 1880 and 
1890, and in the years between 1884 and 1888 alone, 425 
consolidations were effected. Most of today’s great operat- 
ing systems had developed their main lines by the end of 
this period. But if the process of consolidation had been 
allowed to continue, the number of separate railroads in 
operation today no doubt would be much smaller. It was 
the passage in 1890 of the Sherman Act, prohibiting all 
contracts, agreements and con piracie in restraint of trade, 
that brought railroad consolidation to a halt. 
Combination through acquisition of financial control, 


rather than through corporate consolidation, became the 


practice after the Sherman Act went into effect. During 


the period after 1893, steps were taken to unify control and 

lroads which previously 
had been managed separately. James J. Hill attempted to 
combine the Great Northern, Northern Pacific, and Chi- 
cago, Burlington & Quincy through the Northern Securities 


managerial policy of numerous rai 


Company, a holding company which the Supreme Court 
ordered dissolved in 1904. E. H. Harriman attempted to 
do the same with the Union Pacific and the Southern 
Pacific, but in 1912 the Court held that Union Pacific’s 
purchase of 45 per cent of the stock of the Southern Pacific 


constituted an illegal restraint of interstate commerce. 


The anti-monopoly and anti-railroad sentiment of 
period was reflected in such legislation as the Hepburn Act 


which reated the I ‘ tained 
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of 1906, the Mann-Elkins Act of 1910, and the Clayton Act 
of 1914. The Clayton Act prohibited a corporation en- 
gaged in commerce from acquiring the stock of another 
with the effect of substantially lessening competition be- 
tween them. It thus put an end to consolidation of large 
railroads through stock manipulations. 


Operation of all the nation’s railroads as a single system 
was effected temporarily through federal control in World 
War I. President Woodrow Wilson on Dec. 26, 1917, in- 
voked a provision of the Army appropriation act of 1916 
to take over all the rail carriers. They were placed in the 
hands of the United States Railroad Administration, cre- 
ated in January 1918 and headed by William G. McAdoo 
as Director General of the Railroads. Unified operation 
reduced the wartime rail traffic congestion and served the 
needs of the emergency but was thought in railroad circles 
to have impaired efficiency, service standards and morale." 
The prospects of the weaker roads at the end of federal 
control on March 1, 1920, were so unpromising that consol- 
idation into a limited number of competitive systems was 
thought necessary if they were to survive. Government 
operation had demonstrated advantages to be gained 
through joint use of terminals, trackage and equipment. 
As a result, Congress sought to open the way to resumption 
of railroad consolidations in a manner calculated to serve 
the best interests of the public. 


MERGER PROVISIONS OF 1920 TRANSPORTATION ACT 


The Transportation Act of 1920 departed from the policy 
to which the federal government had adhered since 1890 
by authorizing railroad consolidations regardless of the 
provisions of federal and state antitrust statutes. Consol- 
idation was considered urgent because of wide differences 
in rates of return among carriers. The problem, as stated 
in the Senate Commerce Committee’s report on the bill, 
Nov. 19, 1919, was that “In a given competitive area the 
rates which will furnish one company a grossly excessive 
income will lead another into bankrupcty.” Congress rec- 
ognized only two ways to solve the problem—through gov- 
ernment ownership, which it opposed, or through con- 
solidations. 


The 1920 legislation required I.C.C. approval of a con- 
solidation. It stipulated that, before a decision was made, 


“4 See “Government Ownership of Railroads,” E.R.R., 1938 Vol. I, pp. 236-240 
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the governor of each state directly affected must be notified 
and a public hearing held to determine whether the public 
interest would be promoted by the proposed action. Acqui- 
sition or control of other carriers, “either under a lease 
or in any other manner not involving the consolidation of 
such carriers into a single system for ownership and oper- 
ation,” was permitted if approved by the commission as 
“in the public interest.”” The act made it unlawful, except 
upon specific approval of the commission, for any common 
carrier “‘to enter into any contract, agreement, or combi- 
nation with any other carrier for the pooling or division 
of traffic.” However, once a merger was approved, the 
carriers involved were to be exempt “from the operation 
of the antitrust laws and all other restraints, limitations 
and prohibitions of law.” 


Under the 1920 act the Interstate Commerce Commission 
was directed to prepare a plan for consolidation of all the 
railroads of the United States into a limited number of 
systems. Voluntary consolidations were to be approved 
only if “in harmony with and in furtherance of a complete 
plan of consolidation to be prepared by the commission.” 


In preparing the plan, the commission was to take into 
account three factors: (1) “Competition shall be preserved 
as fully as possible”; (2) “the existing routes and channels 
of trade . .. shall be maintained wherever practicable” ; 
and (3) weak lines shall be protected by aligning the car- 
riers in such a way that the systems formed will be able to 
earn substantially the same rate of return under a uniform 
system of rates. The I.C.C. was given no authority to force 
mergers; the initiative with respect to consolidating was 
left to the railroads. 


PLANS FOR RAIL CONSOLIDATION UNDER 1920 LAW 


The I.C.C. from the start faced almost insurmountable 
difficulties in devising consolidation plans which would be 
practical and at the same time conform to the criteria laid 
down in the law.'® A tentative scheme made public by the 
I.C.C. in 1921 was based on proposals of William Z. Ripley, 
Harvard professor and railroad expert. Ripley’s plan pro- 
vided for 19 separate rail systems. Lengthy hearings 
which followed produced so much criticism that the com- 


1S Ralph Budd, president of the Chicago, Burlington & Quincy, has 
rules prescribed in 1920 were based on a belief that the railroads wo 
to enjoy a monopoly of overland transportation of the country.” Ra 
99, 1935), p. 666 
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mission on Feb. 4, 925, recommended to the Senate Com- 


merce Committee that it be relieved of the obligation to 


draw up a final pla ask which the 


[.C.C. had concluded 
was impractical. sills to carry out this recommendation 
failed to come to a vote in Congress, and the commission 
late in 1929 finally projected a plan for consolidating the 
nation’s railroads into 21 independent systems." 

The drastic chan ] nomic conditions that had been 
ushered in by th tock market crash that autumn made 
fulfillment of .C.C.’s plan impossible. Not one of th 
proposed sj ns r materialized. Although consoli 


umed among cniei executives ol 


l ( 
the principal ea n roads, ; lan they submitted to tl 
I.C.C. in 19: vas ignored. A National Transportation 
Committee appointed by iden ver, which included 


among its members Calvin jlidge and Alfred E. Smith, 


on conferences 


ti ie 


in February 1933 proposed compulsory merging of rail 
roads into non-competitive, regional sy is. However, 
this plan was too sweepins : n ‘ri ‘onsidera- 
tion in the depth of the d 

President-elect Roosevelt, realizing that the I.C.C.’s 1929 
plan was inadequate to cope with the now 


ae sperat condi 
tion of ie railroads, asked Frederick H. Prince, Boston 
banker and preside f ago Junct 


ion Railways 
and Uni Stock Yard ; are 


another consolida- 
tion sc ‘ ‘h "1n pial ‘or consolidation of the 
railroads in ional systems won wide ac- 
claim soon after it was proposed in March 1933. All pre- 
vious plans had emphasized continuation of 
wherever i cisted, wherea 


} 


competition 
the primary purpose of the 
plication of facilities and serv- 
in Congress prevented adop- 
‘gency Railroad Transportation 
yntrol over proposed mergers 


and conta l cial section designed to protect rail 


employees against further cutbacks in employment—such 


as the Prince plan would have involved. 


Three members of » 1.C.C.17 recommended in 1938 that 
the commission be given authority to require unification 


* Two tems in New England. five in the 
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in cases where it was sought by at least one carrier. When 
this proposal ran into vigorous opposition from the railroad 
brotherhoods, President Roosevelt appointed a committee 
consisting of three railroad executives and three repre- 
sentatives of railway labor to restudy the proposal. The 
recommendations of this c oo e eventually found their 
way into the Transportation Act of 1940. 


LIDATION PROVISION THE AcT oF 1940 


Congress in passing the Transportation Act of 1940 re- 
lieved the I.C.C. of the obligation to formulate a workable 
to require railroad mergers to con- 
orm to the pl 1 advanced in 1929. Under the new act it 


plan of consolidation or 
, 
A 


was leit t } aliroads propose such con ations 
a 
DI 


they deemed commission’s function was to 
pass upon the meri ir tive plications. The I.C.C 
is obligated in adjudging a eae merger to give weight 
to such considerations as (1) effec the merger on the 
adeq lacy of transportation service 1e public, (2) effect 
f the inclusion or excell no 


tory, (5) 


f “ieee railroads in the terri- 

proposed transact jon on fixed charges 

of the carriers,'* and (4) effect on the intere of railroad 
employees. 


The acti } 

merging carriers include any other railroads in 
ritory which ask to participate. It also included pr 
, protection of employees of merged rail lroads. ) 
’. decision approving a merger or consolidation must 
f four years, no employees of 
placed “in a worse position 
ir employm¢ nt.” The commission must 
and equitable arrangement to protect the 
railroad employees affected.” Such an 
arrangement may be worked out by the I.C.C. itself or 

reached by agreement between railroads and unions. 


Experts consider that the present provisions for railroad 


7 


consolidation have virtually substituted laissez faire for a 
declared national policy. Although rail consolidations 
effected since 1940 have not come near putting the 1929 
plan into effect, a considerable portion of the total railroad 
mileage is already controlled by relatively few systems. 
Ten systems now account for more than one-half of the 


I 
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218,000 miles of railroad in the country, and numerous 
additional consolidations are in the offing. 


Benefits in Merging of Rail Carriers 


BENEFITS which railroads expect to gain from mergers 
include the savings produced by eliminating duplication and 
waste, additional traffic as a result of better service, and 
escape from ruinous competition. By pooling traffic, scal- 
ing down employment, improving through connections, 
tearing up duplicate tracks, closing down duplicate sta- 
tions, terminals and repair shops, merging roads are put 
in position to realize economies which are otherwise im- 
possible. 


ESTIMATES OF SAVINGS FROM RAILROAD MERGERS 

Savings from the merger of the Virginian with the Nor- 
folk & Western, which became effective Dec. 1, 1959, are 
expected to amount eventually to $12 million a year before 
taxes. Similarly, merger of the L. & N. and the Nashville, 
Chattanooga & St. Louis in 1957 is counted on to produce 
savings of more than $3 million a year by 1962. It has 
been estimated that regional consolidation might save the 
railroads as much as a billion dollars a year, of which $100 
million would be saved by eliminating maintenance costs 
on duplicate lines, $400 million by getting rid of duplicate 
terminals and repair shops, and $300 million by improving 
car routing.’® However, before the benefits can be realized, 
expenditures may have to be made for engineering and 
accounting studies, construction of connecting rail links, 
and expansion of central terminals. 


Consolidation tends to reduce the vast amount of time 
and legal talent now expended in computing, checking and 
litigating division of freight revenues and bookkeeping 
costs. At present, each railroad must keep tabs on where 
its freight cars are—in the United States, Canada, or Mex- 
ico—in order to determine its monthly credit or debit posi- 
tion with other lines. Consolidation helps not only to 
lighten this chore but also to reduce the number of tax 
and statistical reports that have to be prepared and sub- 
mitted to local, state and federal governments. 


* Gilbert Burck, “Plan to Save the Railroads,” Fortune, August 1958, p. 176 


638 





Railroad Mergers 


In their application to the I.C.C. for merger approval, 
the Louisville & Nashville and Nashville, Chattanooga & 
St. Louis stated that the close corporate, managerial, ter- 
ritorial and traffic relationships of the two roads would 
make the merger a “natural and logical development,” and 
that “by being operated under one management and con- 
trol, the merged properties could produce transportation 
service more efficiently and economically.” The applicants 
emphasized that a unified organization would be able ‘“‘to 
meet more effectively competition from other modes of 
transportation.” 


IMPROVEMENT OF SERVICE THROUGH CONSOLIDATION 


It has been asserted that non-competitive regional rail 
systems would (1) concentrate passenger services on the 
fastest and most remunerative runs, (2) concentrate heavy, 
long-haul tonnage on the best lines available, (3) eliminate 
circuitous routing, (4) reduce per diem charges for use 
of “foreign’’ freight cars, and (5) reduce the total number 
of cars needed by the railroads.2° Improved efficiency in 
the use of present facilities would reduce unit costs and 
presumably make possible commensurate reductions in rate 
levels. 


Hauling of empty freight cars has been estimated to 
cost the railroads around $200 million a year.?! More- 
over, eastern roads, when routing loaded cars westbound, 
send them as far as possible over their own lines in order 
to get the largest possible share of the charges. As a 
result, according to I.C.C. studies, the average car travels 
a distance 13 per cent longer than the shortest route 
between origin and destination. Consolidation would lead 
the railroads to concentrate traffic on the most economic 
routes, that is, those that have the lowest grades and are 
the least expensive to operate over and maintain.2? 


It has been estimated that regional consolidation would 
make it possible for the railroads to dispense with 25 per 
cent of their freight cars in operation and still meet all 
the needs of industry and defense emergencies. At present, 
a road has to pay a $2.88 per diem fee for every “foreign” 
car on its lines. To 


keep the charges down, cars are 


John H. Frederick, Improving National Transportation Policy (1959), p. 43. 
“Gilbert Burck, op. cit., p. 174 
= The real economy of a route is determined by 
as much fuel to move a train slowly up a one 
level track 


the grade It requires six times 


per cent grade as to move it over 
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routed back empty instead of being held until loads are 
available. Consolidation would restrict the extent of this 
practice and make it easier to concentrate long, heavy hauls 
on low-cost lines. 


J. W. Barriger, president of the Pittsburgh & Lake Erie, 
asserted at Stanford University on July 17, 1959, that con- 
solidation would substantially reduce freight transit time 
by permitting faster schedules and more frequent dispatch- 
ing. “Elimination of duplicating . . . schedules will in- 


crease volume on designated primary main lines,” he said. 


“Because of the excessive complexity of the present diffused 
routing of much the 


nation’s rail traffic,” Barriger ex- 
' the time and one-third of the money 
to move freight cars from origin to destina- 
tion are spent in freight yards and terminals.”’ 


plained, “two-tl 


now required 


Although consolidation would result in operation of fewer 
passenger trains, it should lead to improved service on the 
runs maintained. possible that increases in railway 
operating efficiency produced by consolidation would once 
er operations to be carried on profit- 
ably over the more important routes. 


again permit passeng 


DEBATE ON REGIONA 3. NATIONAL RAIL SYSTEMS 

Sen. Smathers proposed in an interview in This Week 
published July 26, to group the railroads into four 
great regional netw built around the principal systems 
already established. The northeast, northwest, southwest 
and southeast systems proposed by Smathers would absorb 
all of the existing companies and unify the major railroad 
terminals. Gilbert Burck ha uggested a southern, a 


northeastern and two western groups, the last two compet- 


in Chicago, Kansas City, and St. Louis.” 


ing for traffic 
Proposals for national systems, organized on a coast-to- 
coast basis, make provision for competition along with 
development of a high degree of coordination. It is con- 
tended by proponents of national systems that it is not 
logical to set up regional limits as points of interchange for 
railroad cars, and that such limits make for inefficiency. 
National systems would follow the coast-to-coast pattern 
of the Canadian National and Canadian Pacific and would 

be made as competitively equal as possible. 
A 


regional tern re five weak New England 
The New Englar roac have 


erate me 00 of road 
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Recognition of the basic necessity, in planning for re- 
gional consolidation, of tentatively allocating each railroad 
to a system before any decisive change is proposed in the 
competitive relationships of major lines is said to have led 
Alfred E. Perlman of the New York Central to break off 
merger discussions with the Pennsylvania in February 
1959.24. The Central asked the I.C.C. last June 13 “to 
insure the protection of the public interest by establishing 
ground rules for mergers and consolidations of the eastern 
railroads.”’ In a statement issued in New York when the 
petition was filed, Perlman said: 

I have always believed the public interest would be 

mergers and consolidations leading toward balar 

railroad systems. More than a year ago, I proposed a study by th 

eastern railroads directed toward an overall plan to guide merger 
in the East. Studies made by the commission more than a quart 
of a century ago are now out of date. ...1I1 believe the publi 
interest requires that a new study be made. A continuation of th« 
present piecemeal approach will result in a chaotic situation. 


Emphasizing that “consolidations and mergers, once 
achieved, are very difficult if not impossible to change,” 
Perlman suggested that no major consolidation be approved 
until mutually satisfactory allocations had been arranged.@5 


The I.C.C., rejecting the proposal on June 27, said it would 


al, 


continue to handle mergers and consolidations on an indi- 
vidual basis. It asserted that to make the protracted gen- 
eral study which the proposal would necessitate might 
unduly delay “the effectuation of needed economies and 


improvement of service and be contrary to the public 
interest.” 


‘James M. Symes, board chairman of the Pennsy 

Central had not called a halt to the merger studies in 
mw be perating as one system 

The Senate Interstate and Foreig Yommerce Committee i 

to be released early in 1961, o “fed wlicy on the it 


ject of 
mergers in the transportation indu 
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